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to support all your assumptions, in-
cluding prepayment and interest rate 
volatility assumptions, when you apply 
your stress tests. You must document 
the basis for all assumptions that you 
use to evaluate the security and its un-
derlying collateral. You must also doc-
ument all subsequent changes in your 
assumptions. 

(5) Presale value verification. Before 
you sell an investment, you must 
verify its value with a source that is 
independent of the broker, dealer, 
counterparty, or other intermediary to 
the transaction. 

(g) Reports to the board of directors. At 
least quarterly, your management 
must report on the following to your 
board of directors or a designated 
board committee: 

(1) Plans and strategies for achieving 
the board’s objectives for the invest-
ment portfolio; 

(2) Whether the investment portfolio 
effectively achieves the board’s objec-
tives; 

(3) The current composition, quality, 
and liquidity profile of the investment 
portfolio; 

(4) The performance of each class of 
investments and the entire investment 
portfolio, including all gains and losses 
realized during the quarter on indi-
vidual investments that you sold be-
fore maturity and why they were liq-
uidated; 

(5) Potential risk exposure to 
changes in market interest rates as 
identified through quarterly stress 
testing and any other factors that may 
affect the value of your investment 
holdings; 

(6) How investments affect your cap-
ital, earnings, and overall financial 
condition; 

(7) Any deviations from the board’s 
policies (must be specifically identi-
fied); 

(8) The status and performance of 
each investment described in 
§ 615.5143(a) and (b) or that does not 
comply with your investment policies; 
including the expected effect of these 
investments on your capital, earnings, 
liquidity, and collateral position; and 

(9) The terms and status of any re-
quired divestiture plan or risk reduc-
tion plan. 

[77 FR 66371, Nov. 5, 2012] 

§ 615.5134 Liquidity reserve. 
(a) Liquidity policy—(1) Board responsi-

bility. The board of each Farm Credit 
bank must adopt a written liquidity 
policy. The liquidity policy must be 
compatible with the investment man-
agement policies that the bank’s board 
adopts pursuant to § 615.5133 of this 
part. At least once every year, the 
bank’s board must review its liquidity 
policy, assess the sufficiency of its li-
quidity policy, and make any revisions 
it deems necessary. The board of each 
Farm Credit bank must ensure that 
adequate internal controls are in place 
so that management complies with and 
carries out this liquidity policy. 

(2) Policy content. At a minimum, the 
liquidity policy of each Farm Credit 
bank must address: 

(i) The purpose and objectives of the 
liquidity reserve; 

(ii) Diversification requirements for 
the liquidity reserve portfolio; 

(iii) The target amount of days of li-
quidity that the bank needs based on 
its business model and risk profile; 

(iv) Delegations of authority per-
taining to the liquidity reserve; and 

(v) Reporting requirements, which at 
a minimum must require management 
to report to the board at least once 
every quarter about compliance with 
the bank’s liquidity policy and the per-
formance of the liquidity reserve port-
folio. However, management must re-
port any deviation from the bank’s li-
quidity policy, or failure to meet the 
board’s liquidity targets to the board 
before the end of the quarter if such de-
viation or failure has the potential to 
cause material loss to the bank. 

(b) Liquidity reserve requirement. Each 
Farm Credit bank must maintain at all 
times a liquidity reserve sufficient to 
fund at least 90 days of the principal 
portion of maturing obligations and 
other borrowings of the bank. At a 
minimum, each Farm Credit Bank 
must hold instruments in its liquidity 
reserve listed and discounted in the 
Table below that are sufficient to 
cover: 

(1) Days 1 through 15 only with Level 
1 instruments; 

(2) Days 16 through 30 only with 
Level 1 and Level 2 instruments; and 

(3) Days 31 through 90 with Level 1, 
Level 2, and Level 3 instruments. 
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Liquidity level Instruments Discount 
(multiply by) 

Level 1 ....................... • Cash, including cash due from traded but not yet settled debt ..... 100 percent. 
• Overnight money market investments ............................................ 100 percent. 
• Obligations of the United States with a final remaining maturity of 

3 years or less.
97 percent. 

• Government-sponsored agency senior debt securities that mature 
within 60 days, excluding securities issued by the Farm Credit 
System.

95 percent. 

• Diversified investment funds comprised exclusively of Level 1 in-
struments.

95 percent 

Level 2 ....................... • Additional Level 1 investments ....................................................... Discount for each Level 1 invest-
ment applies. 

• Obligations of the United States with a final remaining maturity of 
more than 3 years.

97 percent. 

• Mortgage-backed securities that are explicitly backed by the full 
faith and credit of the United States as to the timely repayment of 
principal and interest.

95 percent. 

• Diversified investment funds comprised exclusively of Levels 1 
and 2 instruments.

95 percent. 

Level 3 ....................... • Additional Level 1 or Level 2 investments ..................................... Discount for each Level 1 or 
Level 2 investment applies. 

• Government-sponsored agency senior debt securities with matu-
rities exceeding 60 days, excluding senior debt securities of the 
Farm Credit System.

93 percent for all instruments in 
Level 3. 

• Government-sponsored agency mortgage-backed securities that 
the timely repayment of principal and interest are not explicitly 
backed by the full faith and credit of the United States. 

• Money market instruments maturing within 90 days. 
• Diversified investment funds comprised exclusively of levels 1, 2, 

and 3 instruments. 

(c) Unencumbered. All investments 
that a Farm Credit bank holds in its li-
quidity reserve and supplemental li-
quidity buffer in accordance with this 
section must be unencumbered. For the 
purpose of this section, an investment 
is unencumbered if it is free of lien, 
and it is not explicitly or implicitly 
pledged to secure, collateralize, or en-
hance the credit of any transaction. 
Additionally, an unencumbered invest-
ment held in the liquidity reserve can-
not be used as a hedge against interest 
rate risk if liquidation of that par-
ticular investment would expose the 
bank to a material risk of loss. 

(d) Marketable. All investments that a 
Farm Credit bank holds in its liquidity 
reserve in accordance with this section 
must be readily marketable. For the 
purposes of this section, an investment 
is marketable if it: 

(1) Can be easily and quickly con-
verted into cash with little or no loss 
in value; 

(2) Exhibits low credit and market 
risks; 

(3) Has ease and certainty of valu-
ation; and 

(4) Except for money market instru-
ments, can be easily bought and sold in 

active and sizeable markets without 
significantly affecting prices. 

(e) Supplemental liquidity buffer. Each 
Farm Credit bank must hold supple-
mental liquid assets in excess of the 90- 
day minimum liquidity reserve. The 
supplemental liquidity buffer must be 
comprised of cash and qualified eligible 
investments authorized by § 615.5140 of 
this part. A Farm Credit bank must be 
able to liquidate any qualified eligible 
investment in its supplemental liquid-
ity buffer within the liquidity policy 
timeframe established in the bank’s li-
quidity policy at no less than 80 per-
cent of its book value. A Farm Credit 
bank must remove from its supple-
mental liquidity buffer any investment 
that has, at any time, a market value 
that is less than 80 percent of its book 
value. Each investment in the supple-
mental liquidity buffer that has a mar-
ket value of at least 80 percent of its 
book value, but does not qualify for 
Levels 1, 2, or 3 of the liquidity reserve, 
must be discounted to (multiplied by) 
90 percent of its market value. The 
amount of supplemental liquidity that 
each Farm Credit bank holds, at min-
imum, must meet the requirements of 
its board’s liquidity policy, provide ex-
cess liquidity beyond the days covered 

VerDate Mar<15>2010 13:29 Apr 22, 2014 Jkt 232041 PO 00000 Frm 00178 Fmt 8010 Sfmt 8010 Y:\SGML\232041.XXX 232041eh
ie

rs
 o

n 
D

S
K

2V
P

T
V

N
1P

R
O

D
 w

ith
 C

F
R



169 

Farm Credit Administration § 615.5140 

by the liquidity reserve, and satisfy the 
applicable portions of the bank’s CFP 
in accordance with paragraph (f). 

(f) Contingency Funding Plan (CFP). 
The board of each Farm Credit bank 
must adopt a CFP to ensure sources of 
liquidity are sufficient to fund normal 
operations under a variety of stress 
events. Such stress events include, but 
are not limited to market disruptions, 
rapid increase in loan demand, unex-
pected draws on unfunded commit-
ments, difficulties in renewing or re-
placing funding with desired terms and 
structures, requirements to pledge col-
lateral with counterparties, and re-
duced market access. Each Farm Cred-
it bank must maintain an adequate 
level of unencumbered and marketable 
assets in its liquidity reserve that can 
be converted into cash to meet its net 
liquidity needs for 30 days based on es-
timated cash inflows and outflows 
under an acute stress scenario. The 
board of directors must review and ap-
prove the CFP at least once every year 
and make adjustments to reflect 
changes in the bank’s risk profile and 
market conditions. The CFP must: 

(1) Be customized to the financial 
condition and liquidity risk profile of 
the bank and the board’s liquidity risk 
tolerance policy. 

(2) Identify funding alternatives that 
the Farm Credit bank can implement 
whenever access to funding is impeded, 
which must include, at a minimum, ar-
rangements for pledging collateral to 
secure funding and possible initiatives 
to raise additional capital. 

(3) Require periodic stress testing 
that analyzes the possible effects on 
the bank’s cash inflows and outflows, 
liquidity position, profitability and 

solvency under a variety of stress sce-
narios. 

(4) Establish a process for managing 
events that imperil the bank’s liquid-
ity, and assign appropriate personnel 
and implement executable action plans 
that carry out the CFP. 

[78 FR 23455, April 18, 2013, as amended at 78 
FR 26701, May 8, 2013] 

§ 615.5136 Emergencies impeding nor-
mal access of Farm Credit banks to 
capital markets. 

An emergency shall be deemed to 
exist whenever a financial, economic, 
agricultural, national defense, or other 
crisis could impede the normal access 
of Farm Credit banks to the capital 
markets. Whenever the Farm Credit 
Administration determines, after con-
sultation with the Federal Farm Credit 
Banks Funding Corporation to the ex-
tent practicable, that such an emer-
gency exists, the Farm Credit Adminis-
tration Board may, in its sole discre-
tion, adopt a resolution that: 

(a) Modifies the amount, qualities, 
and types of eligible investments that 
Farm Credit banks are authorized to 
hold pursuant to § 615.5132 of this sub-
part; 

(b) Modifies or waives the liquidity 
requirement(s) in § 615.5134 of this sub-
part; and/or 

(c) Authorizes other actions as 
deemed appropriate. 

[77 FR 66372, Nov. 5, 2012] 

§ 615.5140 Eligible investments. 
(a) You may hold only the following 

types of investments listed in the In-
vestment Eligibility Criteria Table. 
These investments must be denomi-
nated in United States dollars. 

INVESTMENT ELIGIBILITY CRITERIA TABLE 

Asset class Final maturity limit NRSRO Credit rating Other requirements Investment portfolio 
limit 

(1) Obligations of the 
United States.

None ............................ NA ................................ None ............................ None. 

• Treasuries. 
• Agency securities 

(except mortgage se-
curities). 

• Other obligations fully 
insured or guaran-
teed by the United 
States, its agencies, 
instrumentalities and 
corporations. 
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